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This study is to examine the inventory management as the key factor in determining the 
performance of the Supply Chain management. To test the significant relationship between 
the targeted components of inventory management (IM) against one of the measurement 
for supply chain management (SCM) performance, the On-Time Delivery. This study will 
be conducted in the aerospace industry in Malaysia. This advance  technology industry 
with little potential for success due to poor shipment performance against customer 
expectation. The variables of IM are stock holding, safety stock, storage policy and 
inventory risk are being tested against the SCM performance dimensions of on-time 
delivery (OTD). The quantitative research methodology is opted for this study. Data 
collection will be performed involving 200 potential respondents in the aerospace industry 
in Malaysia. This counts for 40.5% of the population in the country. The Statistical Package 
for the Social Sciences (SPSS) is used to assist in the analysis. The findings indicated that 
only three variables to be used as predictors for the SCM performance. Contrary to the 
initial expectation, stock holding and stock policy were found to be insignificant for the 
theoretical relationship in this industry. The findings also suggested the need to examine 
further why stock holding is not significant in this relationship of aerospace industry.  
Moreover, these findings can be considered as new findings and offer different contributing 
dimensions to the SCM performance and these should change the mindset of the top 
managment of most organizations that have different attributes, in particular the new high 
technology industry in Malaysia.  
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In Malaysia, the main contributor of the national gross domestic product (GDP) is still 
coming from the industry sectors (CIA World Factbook, 2014). This is generally true for 
most of the Asean countries including Thailand, Philippines and Indonesia (Economy 
Watch, 2015). The contribution of the manufacturing sector to the national GDP is 
significant for the growth of the national development and therefore, the government needs 
to constantly monitor and focus on the progress. However, other under delevoping 
countries like Vietnam is strongly attracting investors as they too, would like to go for 
industrialization. Therefore, is a fact that Asian countries are progressively competing with 
each other to attract foreign investments.  
 
Such phase, moving from agriculture to industrialization has in some ways affected the 
future of industry sector for many existing developed countries, including Malaysia. In 
Malaysia, few states were once popularly known as silicond valley but today, these semi-
conductor manufacturing companies have migrated to China, Vietnam and other countries 
for cheaper labour. As a result, it definitely reduces the revenue from industry sectors for 
the affected countries. As part of continuous plans to increase industrialization, apart from 
attracting foreign investment in Malaysia, the government has also implemented the small-
medium enterprise (SME) corporation to assist and promote local entrepreneurs and 
investors to venture into manufacturing sectors and preferably if they can export their 
produce as this will generate better revenue and helps in our currency value.  
 
SME has much contributed to the growing participations and this can been seen fron the 
increase in the number of companies setting up in the past five years. However, the revenue 
generated is slow and relatively small compare to the big players from overseas. With this 
in mind, the government team has started to focus their strategy to high technical industry 
namely, solar cell manufacturing and in aerospace. This study will focus in the aerospace 
as this industry is fast growing and much more stable compare to others. Malaysia is 
fortunate that few of the companies have started to embark on the aerospace industry and 
working with established giants like The Boeing Company and Airbus Corporation. Of 
course there will be challenges but seems that companies are paying more as the business 
volume escalated and this has affected the revenue of the company critically.      
 
Aerospace industry is always regarded as a prestigious sector as not all countries are 
presently capable of securing confidents or business in such industry. Having the business 
and not able to meet the commitments only attract very huge penalty from the aeroplane 
companies. Such poor performance in delivery basically means no parts for shipping and 
this will in return affect the customer’s commitments to their customers. Therefore, instead 
of generating and enjoying the profit in such industry, companies found themselves losing 
money to sustain the business. They opted for faster mode of transport to mitigate the delay 
in the shipment and this is done at a very high cost. The domino effects of such disruption 
in the entire supply chains have been exacerbated in the last decade as mentioned by 
Christopher and Lee (2001). The recovery process and period will take time and 
simultaneously, manufacturing scheduling will be affected during the period and if the time 
taken is too long, supply chain management performance will be impacted too. This will 





Among the factors contributing to the supply chain management performance is inventory 
management (Jones & Riley, 1985). It is important to stress that Dooley (2015) highlighted 
the importance of inventory management strategy affecting the supply chain management 
performance. Having sufficient inventory at the right level in the right location to support 
the manufacturing (Berling, 2005) and fulfilling customer expectation is crucial and 
definitely a prerequisite to an effective supply chain management and hence, reflecting 
positively on the company performance in terms of product or services delivery 
performance as well as profitability (Jones & Riley, 1985). It is known fact that inventory 
determines the service level and the fulfilment of customer expectations in terms of 
delivery (Muller, 2003), and has a major role in the ultimate performance of supply chain 
management. This further confirm the importance of examining the relationship between 
supply chain management performance and inventory management (Felea, 2008) within 
the context of high technology industry. Having the appropriate inventory management 
strategies at the various levels of the supply chain is crucial for effective distribution from 
the various warehouses (Anna, 2013).  
 
2. On-time Delivery in Supply Chain Management and Inventory Management 
Stadtler (2008), summed up the many definitions of Supply Chain Management (SCM) by 
various authors and researchers as  
‘the task of integrating organizational units along a supply chain and 
coordinating materials, information and financial flows in order to fulfil 
(ultimate) customer demands with the aim of improving competitiveness of the 
supply chain as a whole’. 
 
The American Production and Inventory Control Society (APICS) define the supply chain 
(SC) as the processes from the initial raw materials to final consumption of the finished 
products linking across supplier-user industries. The SC constitutes all process within and 
outside an industry, which enable the value chain to make products and provide services to 
customers in the most efficient approach (Chopra and Meindl, 2001). SCM is an integration 
of customer requirements, internal processes, and upstream supplier performance (Paulraj 
& Chen, 2007).  
 
Over the past few decades, SCM has come to be seen as a key components of organizational 
competitiveness and effectiveness but is still relatively new to some of the companies 
(Womack and Jones, 2005). This is very true as only recently, the knowledge of SCM is 
shared widely by many of the larger corporations. Local Malaysian companies also started 
to recognize the need in this particular area of specialty, after reviewing the best practices 
from the large multinational organizations. This is partly due to the fact that doing business 
is getting more complicated and complex. Incresing complexity in business, mainly in 
terms of materials, processes and other challenges faced in today’s businesses, SCM is 
definitely a key strategic factor to improve the organizational performances to realize of 
organizational goals.  
 
It is important to note that technologies and competitive forces are changing at an ever 




tandem with the objective of the organization including the lean concepts. Companies often 
work together closely with their business partners and some degree of information sharing 
is taking place in the relationship. Instead of mere profit, business’s leaders need to have 
certain trust in their respective partners and work on the “win-win” concept to sustain a 
long term benefit.  
 
In the SC process, inventory existence is highly critical for the fulfillment of customer’s 
orders. Many organizations have realized the importance of inventory to meet customer’s 
order and it also determine the customer’s service level. It is important to note that 
inventory must be available in the SC and will be available within value chain including 
during transportation. 
 
Many organization has initiated the vendor managed inventory (VMI) which has been 
practiced widely by many SC professionals across the globe. The result is in the 
improvement in the suppliers’ on-time deliveries while increasing their inventory turnovers 
(Simchi-Levi et al., 2000). 
In VMI simply means that buyers is pushing ownership of the total inventory management 
to their suppliers including ownership of the inventory.  
 
Purpose of an effective inventory management (IM) is to minimize inventory holding costs 
while maintaining adequate inventory level to meet customer demand. Harrington (1996) 
noted that inventory is where the biggest cost is hidden in most of the businesses today and 
yet little attention is apportion to this scope in business. When stock on hand is less than 
demand and if the level fall below safety stock, it may cause stock-out if there is delay in 
the replenishment. In such situation, sales will be affected and thus, the customer service 
level is impacted directly (Hult et al., 2004). 
 
With the improvement in information technologies, consumers is more knowledgeable and 
more items are now with shelf life, which means the validity of the product life. Due to 
shelf life policy, the condition of storage has become an important factor to preserve the 
quality of the materials in terms of form, fit and function, which is applicable in the 
aerospace industry. 
 
IM means the inventory control and its policy (Krupp, 1997) which is the function 
responsible for all decisions in regards to inventory stock in an organization like policies, 
activities, procedures to ensure right amount of each item is held in stock at any time and 
locations. It is responsible for planning and control of inventory flow from the raw 
materials stage right to the customer. Inventory is the most important factor in the SCM 
and therefore, managing inventory should be considered as a high priority in the top 
managements. There is no one specific rule on the ideal level of inventory which can be 
applied to, as different industries and companies varies from one another respectively, in 
terms of the level of inventory the company should maintain. The inventory level largely 
depend on some factors, examples are lead time, volume and accuracy of forecast.  
3. Research Methodology 
The methodology undertaken in this research is the quantitative approach where data is 




aerospace or high technology industry related players including their suppliers. 
Respondents are also workings in areas related to this research study and which is a positive 
thing for this research in terms of the data quality. The only set-back is the number of 
companies involving in aerospace in Malaysia which is considered just a few. One of the 
important aspects of the quantitative research approach is the identification of the 
respondents to be selected in the study (Sekaran 2010). 
 
The research framework of the study is according to the suggestion by Tashakkori and 
Teddlie (2010) who proposed that one can follow with the process of combining theoretical 
concepts from various domains in one conceptual model. The relationship is between the 
inventory management (independent variable) and the supply chain management 
(dependent variable) in this study.  
 
Figure 3.1 







The variable to be used to measure the performance of the SCM is categorized as follows. 
i. On-time delivery  
 
The dimensions and the variables for the IM are summarized as below 
i. Stock holding practises 
ii. Safety stock practises  
iii. Storage practises 
 
The main hypothesis on the relationship between IM and SCM which is the measurement 
of the On-Time Delivery 
 
H0: The Inventory Management variable do not significantly affect the On-Time 
Delivery performance in Supply Chain Management, and  
    
H1: The Inventory Management variable significantly affects the On-Time Delivery 
performance in Supply Chain Management. 
 
  
Inventory Management  
(IV) 





From the main objective, a number of sub hypothesis are identified.  
H1a: Stock holding practices and policy (representing the IM) significantly affect 
the on-time delivery factors (measurement for SCM) 
 
H1b: Safety stock practices and policy (representing the IM) significantly affect 
the on-time delivery factors (measurement for SCM) 
 
H1c: Storage practices and policy (representing the IM) significantly affect the 





Research Model   
 












Data collection for this research undergone the related testing, including analysis using 
factor analysis, correlation and regression analysis using Statictical Package Social Science 
(SPSS) software. Outliers and missing data were removed after the factor analysis. 
Cronbach’s alpha from reliability testing were conducted on the dimensions of inventory 
management as well as the on-time delivery of the supply chain management. The results 
show that both, the IV and DV have acceptable reliability levels.  The outcome of the 
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Summary of data - Cronbach’s alpha reliability analysis  








     
Inventory Management (IV) 
    
1  Stock Holding  100  0.859  4.16    0.836 
2  Safety Stock  100  0.610  3.99    0.848 
3  Storage Practise  100  0.719  4.14   
0.948 
 
     
Supply Chain Management (DV) 
    
1  On Time Delivery (M)  100  0.763  3.98    0.787 
     
     
 
As for the regression analysis, test was done on the influence of inventory management to 
On Time Delivery (OTD) and from the summary shared in Table 4.2, the result is inventory 
management is 11.3 % for the OTD variance. Details of the other testing were shared in 
the table and only one dimensions of the inventory management is significant with OTD, 
which is safety stock.   
 
Table 4.2  


































 Adjusted R2 .041   
 F  1.573   








This industry is simply very unique as most of the factors impacting inventories and the 
supply chain faced by other industries is not happening here. Although most of the work 
that is labour intensive shifted to Asian countries, however the main source of supplies still 
from USA or Europe. This has lengthen the logistics leadtime tremendously and implying 
having more inventory in-transit. To make situation more challenging, the ordering 
leadtime can be as long as 54 week and, most of the items are categories as time (shefl-
life) and temperature sensitive (storage condition).  
 
This research is selected due to the reason that without finished goods inventory, there 
cannot be shipment and therefore OTD performance will be affected. The concern for 
inventory (Chou, YC., Lu, CH., and Tang, YY., 2012) has become more critical when the 
demand increases. This study, as mentioned earlier, is to investigate the impact of inventory 
management (IM) on the supply chain management (SCM) focusing on-time delivery in 
an aerospace environment in Malaysia. From the analysis of the data collected together 
with all the testings and validations, there is definitely a significant relationship between 
IM and SCM performance. The significant level is 0.001 with p= 0.000 and chi square = 
714.355. The results of the related hypotheses show that the safety stock is significant to 
on-time delivery in the SCM performance a study done in the aerospace industry in 
Malaysia. As for this research, as hypothesized to be significant, the results provided 
indicate that the hypothesis is rejected, meaning that the safety stock is  significant factor 
to the SCM performance.  
 
 
In conclusion, this study in the aerospace industry, found only one out of three dimensions 
are found to be significant. However, the results are as expected and further confirm that 
right level of safety stock is to mitigate any issues in terms of inventory due to supplier, 
quality or logistics. The level of safety stock differ from item to item depending on their 
ordering leadtime, shipping leadtime as well as the usage quantity (Chen & Yu, 2001a). 
The result of this research may help enlighten the need for inventory management to 
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APENDIX 2 – QUESTIONNAIRE 
 
QUESTIONNAIRE ON 
INVENTORY MANAGEMENT AND ON-TIME DELIVERY PERFORMANCE IN 
SUPPLY CHAIN MANAGEMENT  
 
I am conducting a research project on the relationship between the inventory management and on-
time delivery performance in supply chain management, with particular emphasis in the aerospace 
sector. This thesis provides importance reference to the manufacturing sector in dealing with high 
technology.    
 
The data collected is highly confidential and shall be used solely for the research purposes. The 
data reported will be in the summarized form and thus in no way personal information can be 
identified. Your valuable time is very much appreciated. There is no absolute right or wrong  answer 
to the questions and thus please take your time to answer the questions to the best of your 









This section intends to get information on the respondents’ demographic background (the 
contextual factors). Tick the box which best describe about you. 
1. Gender 
 Male                   Female 
2.   Nationality 
 Malaysian                       Others. Pls specify __________________       
     3. Level of education 
                    High school                         College                                    Degree & above       
      4. Employment 
                    Full time                               Part time                                   
       5. Position Level in the organization 
                     Executive & below              Manager                                Top management  
 6. The organization that you work 
                    Non –High tech                     High tech Industry                  Aerospace and related       
7. Is your Organization keep inventory /stock (of any nature) ? 
                    Yes                                       No                                            Not sure       
 8. Do your company measure the On-Time Delivery performance (in  supply chain 
management)?  
                    Yes                                       No                
 9. Have you been involved in Inventory directly or indirectly ? 




10. Do you think Inventory management is important to your organization ?  
                    Yes                                       No                
      If yes,  (10a) then do you think Supply Chain Management performance is affected by 
inventory ?  
                             Yes                                       No 
 
SECTION B 
This section is to measure the performance of the On-time Delivery performance in Supply 
Chain Management. Please circle one answer in each line across.  
Definition of scale:1 Strongly disagree.  2. Disagree.  3. Neutral.  4. Agree.  5. Strongly agree. 
 
On Time Delivery (OTD) Performance  
1. OTD measurement is very critical to your 
Customer(s).  
  1                2                3                4                5 
2. OTD is company key KPI to measure  performance 
and critical to management.  
  1                2                3                4                5 
3. Customer can penalize your company for  delay in 
shipment eg incurred additional cost of  shipping 
via express air freight.  
  1                2                3                4                5 
4. Continuous not meeting OTD will push customer to 
consider alternative supplier(s). 
  1                2                3                4                5 
5. Inventory is necessary to meet Customer’s delivery 
expectation  











This section is to suvey the importance of Inventory Management in relation to Supply Chain 
Management. Please circle one answer in each line across.  
Definition of scale:  Strongly disagree.  2. Disagree.  3. Neutral.  4. Agree.  5. Strongly agree. 
Stock holding  
1. All companies have policy on the level of 
stock to maintain to ensure smooth 
operations 
1                2                3                4                5 
2. Companies will have least or optimum 
level of stock to fulfill customer 
requirements.  
1                2                3                4                5 
3. Companies are always looking into ways to 
reduce their stock holding level eg JIT 
1                2                3                4                5 
4. It is quite common in companies that 
storage space is limited  
1                2                3                4                5 
5. Variances between physical actual 
inventory and system/ book is common 
1                2                3                4                5 
Safety Stock  
6. Warehouse will always have safety stock 
level clearly indicated in their process 
1                2                3                4                5 
7. Safety Stock is necessary to cover 
incoming shipment delay 
1                2                3                4                5 
8. Safety Stock is necessary to cover Quality 
issuse 
1                2                3                4                5 
9. Safety Stock is necessary to cover 
supplier’s inability to ship complete per 
requirements  





Storage Practise  
10. Materials are categories to the type of 
storage type and condition eg open, close, 
coldroom and temperature/humidity 
controlled  
1                2                3                4                5 
11. FIFO implementation is very important 
for all warehouses 
1                2                3                4                5 
12. For temperature sensitive items, not 
storing at the right requirements will 
results in scraps 
1                2                3                4                5 
13. Intergrity of Inventory accuracy between 
actual physically inventory to the system 
can be a challenge 
1                2                3                4                5 
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